


General Business Conditions 
HE month of October has brought fur- 


ther evidence of business pickup and 

strengthened confidence, with produc- 

tion rising a little and industrial buy- 

ing more active. Seasonal influences, 
of course, are playing a part, but the improve- 
ment seems to go beyond purely seasonal trends. 
Probably its chief support is the reduction of in- 
ventories to the point where new commitments 
have to be made. Employment, except on the 
farms, is gaining moderately and unemployment 
diminishing. The high level of construction and 
retail business is maintained, although warm 
weather hurt the fall clothing season. 


Looking ahead to the year-end, a rise in the 
industrial production indexes (seasonally ad- 
justed) is confidently predicted, if only because 
November and December will be months of 
heavy automobile output. In October passenger 
car production was held down by model changes 
to 232,900 units. With these changes completed, 
operations will rise steadily. November output 
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will be more than double the October rate and 
December schedules, according to trade reports, 
call for assembly of 615,000 cars, which if real- 
ized will be the biggest month’s production in 
over four years. This activity will be reflected 
among suppliers and retail dealers, and it will 
give strong support to employment and trade. 
Dealers have worked down stocks of old models 
much more successfully than they did a year ago. 
If the interest shown in the new cars is an indi- 
cation, a period of active sales as well as in- 
creased output is ahead. 

Orders for durable goods have been picking 
up, not only from the automobile industry, but 
from other lines. The Defense Department 
placed close to $5 billion in defense contracts 
in the four months ended October 31, nearly 
triple procurement in the same period last 
year. Machine tool manufacturers and farm ma- 
chinery firms, whose orders have been in a long 
decline, are sharing in the improvement. A 
marked recovery has been made by the steel 
industry, which has pushed its operating rate 
from 62 percent of capacity in mid-August to 
a 1954 peak of 76 per cent early in November. 

Residential construction continues to match 
the most optimistic expectations. Since the Presi- 
dent signed the new housing bill early in August, 
new contracts awarded for housing have con- 
sistently run about 40 per cent ahead of the cor- 
responding months last year, according to F. W. 
Dodge reports. Over 900,000 new dwellings had 
been started through September, and the high 
rate of contract awards virtually assures a 1954 
total second only to 1950. 


Unemployment Declining 
Unemployment has declined to the lowest level 
so far this year. In early October 2,741,000 per- 
sons were unemployed, a drop of 358,000 since 


early September. The 1954 peak was reached in 
March at 3,725,000 persons; since then the pro- 
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portion of the labor force without jobs has de- 
clined steadily. 

_ Few topics in this election year have been dis- 
cussed so widely and so heatedly as unemploy- 
ment. One view of the situation is typified by a 
statement of CIO officials Walter Reuther, John 
Riffe, and James Carey on October 19: “The 
specter of mass unemployment once again threat- 
ens the welfare of the nation. Millions of our 
fellow workers are jobless; millions of others 
have suffered reduced incomes.” 

While nobody wants unemployment, most eco- 
nomic observers would reject both the CIO de- 
scription of present conditions and the idea of 
an imminent threat of “mass unemployment.” 
The accompanying chart puts the current figures 
in perspective. 
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Unemployment in the United States, 1929-54 
Sources: 1929-39, U. S. Bureau of Labor Statistics; 1940 to 


date, U. S. Bureau of the Census, annual averages. 


Figures for 1954 are average of first ten months and 
are based on a broader sample than previous data. 

Unemployment this year has remained far be- 
low the levels of the thirties and early forties, 
and also less than in the 1949 recession. Over a 
26-year period, including the 1929 boom and the 
early postwar prosperity, the only years in which 
this nation has had less than 8 per cent of the 
civilian labor force unemployed have been the 
war years. In October 1954, unemployment had 
been whittled down to 4.2 per cent from 5.8 per 
cent earlier in the year, and 7.6 per cent at the 
1950 peak, prior to the Korean War. 

As for the “millions of others (who) have suf- 
fered reduced incomes,” average weekly earn- 
ings of factory workers during September were 
the highest for any September on record and 
wage rates were at an all-time peak; and aggre- 
gate personal income after taxes so far this year 
has been higher than ever before in the nation’s 
history. 

The unemployment problem would be more 
serious than it is if, as some persons seem to 


believe, the unemployed were a stagnant pool 
of several million individuals who month after 
month were unable to find jobs. Fortunately this 
is not the case. There is a constant turnover in 
the ranks of the jobseekers. Secretary of Labor 
James P. Mitchell clarified this point recently in 
an article for the New York Herald Tribune: 

Most of the 3 million unemployed are on their way to 
other jobs or out of the labor force. For example, from 
August to September of this year one million men and 
women who were formerly unemployed got jobs; and 
over half a million people who were employed left their 
jobs and the labor force and were not looking for work, 
in order to go back to school, to become housewives, to 
retire, or for some other reason. At the same time that 
all this was taking place, less than a million people lost 
their jobs; and during this same time half a million peo- 
ple who had not been previously looking for work 
actively entered the labor market — some of them for the 
first time and others anew. The net result of this move- 
ment was a 100,000 reduction in total unemployment 
from August to September. 

To a large share of laid-off workers, unem- 
ployment is a transitory experience. Moreover, 
as Secretary Mitchell emphasized, the labor force 
itself is constantly shifting. Students and house- 
wives move in and out of it. Many workers are 
“secondary” earners, not the main bread winner 
of the family. A recent sample survey in New 
York State showed that about three-quarters of 
the women applying for unemployment insur- 
ance had another wage earner in the family. 

This constant flow of people into or out of the 
labor force, or on their way from one job to an- © 
other, provides the flexibility and mobility so 
necessary for staffing the seasonal peaks in agri- 
culture, trade, and other industries, and for 
meeting the needs of a competitive economy. 
The shifting gives rise to “frictional” unemploy- 
ment even in periods of full employment, but 
it is essential in an economy where all the time 
some businesses are growing and others fading 
away, in response to the public’s buying habits. 


The Recovery Phase 

Any poll of current opinion among business 
men and economists would show widespread ex- 
pectation that the period ahead will be one of 
modest recovery. In the swings of business in 
1953 and 1954 three phases can be distinguished. 
The decline ran from the summer of 1953 to 
about March of this year. The spring, summer 
and early fall brought stability and sidewise 
movement. Now there is ground for thinking 
that the trend is upward again. One of the com- 
mon predictions about the recession was that 
it might have roughly a saucer shape, namely, a 
moderate rate of decline, a relatively long and 
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flat bottom, and a moderate rate of emergence 
on the up side. Current developments seem to 
support this analysis. 


Business sentiment is heartened by the fact 
that most of the decline in defense orders is now 
behind, and that inventory reduction, particu- 
larly in stocks of purchased materials, is now a 
waning influence. Ordering is more nearly on 
the basis of current use. In some cases commit- 
ments have been stepped up to replenish stocks 
depleted by strikes (copper and lumber particu- 
larly), or to take account of lengthening delivery 
dates. A year ago plentiful supplies and com- 
petitive pressures shortened delivery schedules 
and allowed purchasers to cut stock and commit- 
ments. It would go too far to say that this process 
is being generally reversed, for there is little dis- 
position to build inventory. Nevertheless, delivery 
dates have lengthened on some things. In peri- 
ods like this business men keep the markets 
under careful review. It is one thing to take a 
calculated risk on low stocks, but quite another 
to fail to note a change in market conditions and 
suddenly have to start scrambling for supplies. 


It is natural that the signs of recovery should 
be most pronounced in the durable goods in- 
dustries, since they were hardest hit by the 
contraction. While total output of goods and 
services dropped only 4 per cent during the 
recession, durable goods manufacturing dropped 
13 per cent as a whole, and in many lines con- 
siderably more. Durable goods factories, which 
employ only one-sixth of nonfarm workers, ac- 


counted for nearly three-quarters of the decline 
in nonfarm employment. To an important de- 
gree, it is the indication of improvement in dur- 
able goods which has prompted Chairman Arthur 
F. Burns, of the .Council of Economic Advisers, 
to say that “the evidence, as I read it, is there- 
fore that we are again entering a phase of eco- 
nomic expansion.” 


Third Quarter Corporate Earnings 


Corporate reports for the third quarter issued 
during the past month show a continued high 
level of sales and net earnings generally, reflect- 
ing the near-record rate at which overall eco- 
nomic activity has been maintained. There was 
wide variation, however, among most of the ma- 
jor lines of business in the degree to which their 
volume of sales or revenues had receded from 
the peaks reached during the year 1953. A siz- 
able minority of companies and industry groups 
managed to move against the current this year 
and push their own sales volume to new records. 
There were highly uneven changes in earnings 
arising from the varied impact of federal taxes, 
as well as fluctuations in operating costs. 


Our tabulation of the reports of 719 companies 
issued to date shows combined net income of 
$1,935 million after taxes in the third quarter, 
down 2 per cent from the preceding quarter and 
down 1 per cent from the third quarter of 1953. 
For the first nine months the net income after 
taxes totaled $5,805 million, practically un- 
changed from the same period last year. The 











NET INCOME OF LEADING CORPORATIONS FOR THE THIRD QUARTER AND FIRST NINE MONTHS 
(In Thousands of Dollars) 


No. of 
Cos. 


Industry 
Groups 


Food products 
Beverages 
Tobacco products 
Textiles and apparel uated es 
Paper and allied Products. .ecccnsunssunceenmen 
Chemical products 
Drugs, soap, cosmetics — a 
Petroleum producing and refining ..... 
Cement, glass, and stone...» 

Iron and steel 
Building, heating, plumbing equipment 
Electrical equip., radio and television 
Machinery 
Office equipment 
Automobiles and trucks 
Aut bile parts 
Railway equipment 
Miscellaneous metal products 
Miscellaneous manufacturing .. 


$ 33,609 

9,044 
23,467 
14,794 
24,487 


136,618 














53,175 
186,986 
16,966 
78,785 
39,270 
18,760 
141,416 

















41,275 


Third Quarter 
53 1954 


17,236 
88,198 
42,342 
18,960 
159,907 


39 


87,618 


Per Cent 
Change 


+12 
eo 
+16 
—20 
+10 
+65 
+30 
aa 
+25 
—81 


Faas Months , Per Cent 


Change 
+15 


195, 
$ 104,793 


954 
$ 120,235 


73,285 
22,959 
82,521 
451,305 
113,940 
1,394,060 
170,909 
414,966 
48,043 
277,541 


55,861 
586,617 
59,857 
23,749 
307,324 
119,438 


536,216 
45,878 
241,659 
122,829 
43,633 
456,914 
81,266 
29,776 
307,130 
118,334 


+ 
+1 
aa 


2 
2 
8 
+88 
+13 
—39 
—28 
+65 


356 





Total manufacturing 

Mining and quarrying 

Trade (retail and wholesale) 0-1. 
Service and amusement industries .... 
Railroads 
Electric power, gas, etc. 
Telephone and telegraph 


1,471,186 
26,947 





126,714 


1,455 


28,258 
19,218 
10,519 
152,596 
122,504 
146,193 





252 4,315,057 


78,842 
47,454 
33,251 
559,744 
377,958 
374,088 


4,478,806 
76,370 
49,173 
26,907 

846,090 
417,870 
415,422 





719 Total $1,955,696 





$1,934,540 





$5,786,384 $5,805,138 
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numbers of increases and decreases from last 
year in both the third quarter and nine months 
were about equally divided. 

As will be seen from the preceding summary, 
there were increases in the nine months’ net in- 
come totals of most groups comprising manu- 
facturing, as well as trade, electric power, gas, 
and telephones, but decreases in the railroad and 
service-amusement groups. 

The 498 manufacturing companies, which in 
numbers and dollar earnings account for over 
two thirds of the totals of all companies in the 
tabulation, had an increase of 4 per cent in com- 
bined net income for the nine months. About 
three out of five manufacturers had decreases in 
dollar sales billed and the aggregate of sales was 
9 per cent lower. Pre-tax earnings were down 
20 per cent which, together with expiration of 
the federal excess profits tax, resulted in tax 
charges this year being reduced 35 per cent as 
compared with 1953. Such taxes on the average 
took 49 per cent of pre-tax earnings, against 
60 per cent last year. Following is a summary, 
partly estimated, of the group's operations for 
the first nine months: 


Sales and Net Income of 498 Manufacturing Corporations 
in the First Nine Months 
(In Millions of Dollars) 


—Change—— 
% 


1953 1954 


Receipts from sales, etc. $74,130 $67,567 
Total costs, except taxes... 63,239 58,836 


Amount 
—6,568 —9 
—4,403 —7 





Balance before taxes. 10,891 8,731 
Federal income & e. p. taxes 6,576 4,257 


—2,160 —20 
—2,319 —85 





Net income after taxes.inn9 4,315 4,474 + 159 +4 


Taxes to balance before taxes 60% 49% 
Net income per sales dollar... 5.8¢ 6.6¢ 


Some industry groups were able to improve 
their net income this year as a result of expanded 
sales, reduced operating expenses, lower taxes, 
or a combination of one or more. Among these 
were food products, paper, chemicals, drugs, 
building materials, electrical equipment, and 
machinery. Many individual companies, how- 
ever, as already noted, ran counter to their group 
trends. 

A number of other manufacturing groups ex- 
perienced decreases in net income, usually as a 
result of a greater shrinkage in sales than could 
be compensated for by prompt curtailment in 
operating expenses, and despite sharp cuts in 
federal income tax provision. 

The effect of the continuing high federal tax 
rates, which still take about half of the pre-tax 
balance, is to stabilize net income through off- 
setting substantially either improvement or de- 
terioration in operating earnings. This may be 
seen from the following quarterly totals of the 
manufacturing companies in our tabulation: 
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Quarterly Net Income After Taxes of 498 Manufacturing 
Corporations 
(In Millions of Dollars) 
1952 1953 
$1,380 
a © 1,464 
po eS eras 1.471 
Fourth quarter «02... 1, 1,484 


Shifts in Corporate Working Capital 


Reflecting the moderately lower level of gen- 
eral business activity, corporate balance sheets 
this year show a downturn in the principal items 
of current assets following several years of ex- 
pansion during the postwar and Karean booms. 
An even sharper downturn occurred in current 
liabilities for income taxes, and for notes and 
accounts payable. The substantial liquidation of 
debt and the reduction of assets that have taken 
place in the first half of this year, in contrast 
with the rising trends up to the first half of 1953, 
may be seen from the following figures from a 
study issued by the Securities & Exchange Com- 
mission last month. 

Working Capital of All U.S. Corporations 
Excluding Banks and Insurance Companies 
(In Billions of Dollars) 
Dec. 31 June 30 Dec. 31 June 30 
1954 


Current Assets 1952 1953 1953 


Cash $30.6 $29.6 $80.7 §$ 28.7 
U.S. Govt. securities 20.4 18.9 21.5 16.8 








Subtotal a 48.5 52.2 45.5 
Receivables, Met ccccccccccnnnmnn 67.5 68.2 67.6 65.3 
TOUR hacen ~~ CS 67.2 67.5 65.8 
Other current assets... 2.4 2.4 2.4 2.6 


$186.2 $189.7 $178.7 





Total current assets.._™™_... $186.2 
Current Liabilities 
Notes & accounts payable... 60.2 58.8 59.5 54.4 
Federal income taxes... | 17.7 15.6 18.7 11.6 
Other current liabilities.ttD9 18.3 19.0 18.9 18.6 





Total current liabilities... 96.1 93.4 97.1 84.6 
Net Working Capital.iwmttw. 90.1 92.8 92.6 94.1 
Ratios: 

Current assets to current 

ee 1.94 1.99 1.95 2.11 
Cash & govt. securities to 

current liabilities . 53 52 54 54 


It will be noted that the largest change in the 
first half of this year was a $7.1 billion net re- 
duction in income taxes payable. This reflects 
two things: (1) payments under the statutory step- 
up this year in the March and June quarters to 
90 per cent of the total tax of almost $19 billion 
accrued on 1953 income; and (2) the substantial 
reduction in tax liability accrued on °54 in- 
come because of lower pre-tax earnings and 
expiration of the excess profits tax. There was 
also a reduction of $5.1 billion in notes and 
accounts payable from the liquidation of short- 
term bank loans and trade debt. Total current 
liabilities decreased by $12.5 billion. 

In meeting these payments, corporate cash 
was drawn down by $2.0 billion and holdings of 
government securities by $4.7 billion. At the 
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same time, funds were released by the decline 
in receivables of $2.3 billion and inventories of 
$2.2 billion. Total current assets, which re- 
mained unchanged in the first half of ’53, de- 
creased by $11.0 billion this year. 


Factors in Reduced Borrowing 


The ability of corporate business in the ag- 
gregate to meet the huge cash outflow involved 
in reducing income tax liability by over $7 bil- 
lion net, and at the same time to work down 
total indebtedness on notes and accounts pay- 
able, may be attributed principally to four fac- 
tors. One was the large holdings of cash and 
government securities built up over several 
years of relatively high earnings and available 
to be drawn against. Another was the reversal 
of the former rising trend of inventories and re- 
ceivables, causing these items no longer to absorb 
funds but to release them instead. A third fac- 
tor was the continued increase in depreciation 
charges, reflecting the expansion of plant and 
equipment and also in many cases an accelera- 
tion in depreciation rates. Such charges to ex- 
pense for the recovery of the cost of property 
over its estimated useful life do not involve a 
cash outlay and thus provide a source of funds 
from within. 

A fourth factor has been the favorable securi- 
ties markets this year, which have encouraged 
the flotation of long-term bonds and stocks 
whose proceeds have been used in part to pay 
down bank borrowing. 

It may well be that some of these factors con- 
tributing to lower bank and trade borrowing 
have about run their course. Should commodity 
prices hold steady and there be some rebuild- 
ing of inventories and pickup in production and 
trade generally next year —as many people ex- 
pect —this could be reflected in increased de- 
mands for credit, including both bank loans and 
retail instalment credit. Meanwhile building, 
including housing, public utilities and other 
types of construction, is absorbing funds at the 
highest level ever known. 

Moreover, corporations with tax liabilities 
over $100,000 annually have ahead of them a 
further statutory step-up in federal income taxes, 
under which they will have to pay in each year 
of the next five a total of 110 per cent of their 
annual tax liability. In 1955, for example, they 
will pay 100 per cent of their 1954 taxes in the 
first half year, and 10 per cent of their estimated 
1955 taxes in the second half year. In the fol- 
lowing years the proportions will become 90-20, 
80-30, 70-40, 60-50, and then drop to 50-50. 


Net Working Capital at New High 

With current assets totaling $178.7 billion on 
June 30, 1954 and current liabilities $84.6 billion, 
the net working capital reached $94.1 billion, an 
all-time high, up $1.5 billion in the half year. 

This imposing total of working capital of 
corporate business contrasts with approximately 
$52 billion at the end of 1945, and only $25 bil- 
lion in prewar 1939. The present strong and 
liquid condition of American business is largely 
attributable to the postwar policy of financing 
expansion in great part from its own earnings. 
From the end of 1945 through the first half of 
1954, the corporate system as a whole paid out 
in preferred and common dividends only 45 per 
cent of its net income after taxes. It retained 
55 per cent in the business to pay for the capital 
expenditures and to build up working capital. 

The growth and changing composition of 
working capital over the years are shown in the 


accompanying chart. 
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The ratio of current assets to current liabili- 
ties rose to 2.11 in June 54 compared with 2.01 
in March. This year was the first time since 
1950 that this widely-used liquidity measure rose 
above the “two-to-one” figure that traditionally 
has served as a rule-of-thumb standard. 
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The ratio of cash and government securities 
to current liabilities held unchanged from the 
beginning of the year at 0.54, and was up slightly 
from a year ago, in spite of the heavy cash drain 
resulting from the reduction made in current 
liabilities and the continued outlays on plant and 
equipment. While this ratio is well below the 
high levels reached during the war, when cash 
and governments were expanding relatively 
faster than current debt, the ratio is still some- 
what above prewar. 


Convertibility Postponed 





At its ninth annual meeting, held in Washing- 
ton five weeks ago, the International Monetary 
Fund was described by the presiding officer, 
Finance Minister van de Kieft of the Nether- 
lands, as entering a period of crucial importance. 
The postwar transitional period, he stated, dur- 
ing which most member countries could not be 
expected to do away with currency restrictions, 
“is now clearly drawing to an end”. In fact, this 
transitional period, originally conceived to run 
five years from March 1, 1947 when the Fund 
began operations, lapsed on March 1, 1952. 


The annual meeting disappointed hopes of 
early actions toward restored convertibility. It 
did afford opportunity for exchanges of ideas, 
crystallization of thinking, and expressions of 
determination to proceed toward the goal. 


It will be recalled that it was the high promise 
of the Fund to bring a new era of freedom to 
world trade in the postwar world by making one 
nation’s currency as good and as useful as an- 
other’s. Out of the 57 member nations, no less 
than 47 continue to limit the usability of their 
currencies by imposing restrictions on the mak- 
ing of payments and transfers for current inter- 
national transactions. 


This they were not supposed to do, without 
the approval of the Fund, under Article VIII of 
the Fund’s statutes which recites the “General 
Obligations of Members.” The continuing pre- 
valence of exchange restrictions is not due to 
Fund approbation but is based on Article XIV 
of the statutes which authorizes members, “not- 
withstanding the provisions of any other article”, 
to maintain such restrictions in the postwar tran- 
sitional period. While, after the first five years, 
the member nations have been required to “con- 
sult” with the Fund as to further retention of 
exchange restrictions, the consultations so far 
have succeeded only in reminding members of 
the paramount objective and the means to re- 
solving balance of payments difficulties. 


The Sterling Problem 

Sterling remains the key to the convertibility 
puzzle. As sterling goes, so will go a dozen other 
currencies. Many people were hopeful that the 
British Chancellor of the Exchequer, Mr. R. A. 
Butler, would use the occasion of the Washing- 
ton meetings to confirm hopes that next spring 
might see a merging of “American account” and 
“transferable account” sterling into one interna- 
tional trade pound, capping the long drive 
toward that objective over the past three years, 

The London Economist for September 11 had 
given forewarning that this perhaps was not to 
be. Quoting the Economist: “The latest economic 
report of the Trades Union Congress, in its 
search for some grounds for criticism of Tory 
financial policy, leaned heavily on the view that 
the removal of controls had already left Britain 
excessively vulnerable to fluctuations in world 
markets” — thus inviting a run on sterling in an- 
ticipation of the next general election which 
might find a victorious Labor party clamping on 
new restrictions. The Economist cited appre- 
hensions in the Conservative party that removals 
of import restrictions associated with converti- 
bility would lose customers for British goods. 


On the other hand, as the Economist notes, 
there is the question whether sterling can sur- 
vive as an international currency if it suffers the 
double disadvantages of remaining inconvertible 
and subject to devaluations .when ill winds blow. 


Mr. Butler’s Statement 

At the Washington meeting Mr. Butler intro- 
duced other considerations favoring a delay in 
moves to convertibility. “We need time,” he said, 
among other things “for the consideration of the 
many intricate problems facing Europe” and 
“for trade liberalization to develop.” Agreeing 
that there were dangers in continuing too long 
exchange restrictions countenanced by Article 
XIV of the Fund, he recommended “that the 
Executive Directors should be asked to study 
during the next several months the conditions for 
and the possibility of a move from the transi- 
tional provisions of the Fund to the more perma- 
nent arrangements.” At the same time he ex- 
pressed doubts that the reserves of gold and 
dollars outside the United States were adequate 
for a decisive move forward to convertibility. 


In a speech before the National Press Club in 
Washington, Mr. Butler asserted that “it is our 
fixed determination to go ahead, firmly and pa- 
tiently, towards freeing trade and freeing the 
currencies” and applauded the “remarkable suc- 
cess” of efforts to prevent the American business 
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recession “from having its multiplier effect on 
the Commonwealth and European economies.” 
He observed how the American defense expen- 
ditures abroad and various aid programs have 
“filled and over-filled” the dollar gap and “for 
the time being exorcised the persistent bogey of 
dollar shortage abroad.” But he expressed his 
belief that a long-term balance in international 
payments “should owe more to the firmly rooted 
and natural processes of trade, commerce, and 
investment”, and urged the United States to ease 
customs procedures, accept more imports of 
European manufactured goods, and increase 
new investments overseas to $5 billion a year. 
“The paths of restriction”, Mr. Butler said, “lead 
but to the grave. The prizes of expansion, free- 
dom and harmony can be won only if we each 
make contributions.” 

Spokesmen for other nations, obviously read- 
ied for affirmative action, evinced disappoint- 
ment that Mr. Butler laid such stress on needs 
to delay. Dr. M. W. Holtrop, president of the 
Netherlands central bank, citing the optimistic 
appraisal of the prospects for convertibility in 
the Fund’s Annual Report, spoke critically of the 
“atmosphere of hesistancy and frustration”. Dr. 
Wilhelm Vocke, President of the Board of Man- 
agers of the West German central bank, express- 
ing himself as being in general agreement with 
Dr. Holtrop’s remarks, stated that Germany is 
prepared “at any moment” to join in establishing 
convertibility for current accounts of nonresi- 
dents, and pointed to the “real objective” further 
ahead of convertibility for all accounts. In a 
press conference on September 29, Dr. Ludwig 
Erhard, West German Minister of Economics, 
denied any intention to embark on convertibility 
alone but stated that Germany will continue a 
step-by-step process until it is no further from 
convertibility “than the thickness of a sheet of 


pap. Benefits of Convertibility 

Speaking for the United States, W. Randolph 
Burgess, Under Secretary of the Treasury for 
Monetary Affairs, focussed attention on the 
broad benefits of convertibility, predicting that: 

When it does come, convertibility will foster a firmer 
financial foundation for the balanced growth of inter- 
national trade. It will help provide an environment in 
which capital may move more freely across international 
boundaries into genuine long-term investment. 

To accomplish this purpose, currency convertibility 
must be accompanied by a dismantling of discrimina- 
tory restrictions on trade and by elimination of the use 
of quantitative restrictions for balance of payments pur- 
poses except in special circumstances. 

Mr. Burgess acknowledged that, in pursuing 
these objectives, “all countries have major re- 


sponsibilities” including countries whose cur- 
rencies are presently convertible as well as those 
which have yet to move to convertibility. He 
urged the importance of having the broadest 
possible participation in a major move to con- 
vertibility, and reserving the resources of the 
Fund to offset speculative movements of funds 
and temporary adverse shifts in trade. “It would 
seem clearly desirable,” he said, “that a country 
seeking assistance should come to the Fund with 
a program of the positive steps it proposes to 
take in moving to convertibility”: 

Such a program would encompass its exchange rate 
policies, its policies for maintaining internal financial 
stability, and its plans for eliminating discrimination and 
reducing restrictions in its trade and payments arrange- 
ments. An effective program would also give assurance 
of maintaining the revolving character of the Fund’s 
resources. 

Some nations have hardly known what it is to 
have currencies that are convertible at stable 
exchange rates and that can be trusted to remain 
convertible at stable exchanges for an indefinite 
future. The inconvertibility of European cur- 
rencies is a product of the upheavals of the de- 
pression period and World War II, to be endured 
until governments have mastered their financial 
problems and given firm values to their cur- 
rencies. 

On this continent currency convertibility is 
taken for granted. Canada abolished wartime 
restrictions in 1950. The Mexican peso has de- 
preciated on occasion but the right of converti- 
bility has been protected. The American citizen’s 
right to send or spend his dollars abroad is one 
that rarely has been compromised. The prestige 
of the dollar rests on a three-legged stool of pru- 
dence in public finance, productive and export- 
competing power, and unrestricted convertibility 
for citizen and foreigner alike. 


Problems of Inconvertibility 

What inconvertibility means in a practical way 
to business men was brought out vividly in a 
speech by William J. Haley, recently retired 
president of Esso Export Corporation, before the 
Boston Conference on Distribution two weeks 
ago. In one transaction, he related, a French 
company was supplied with oil which was partly 
paid for in francs. Esso in turn used some of the 
francs to buy steel pipe which it sold to a re- 
finery in Aruba, Netherlands West Indies, for 
dollars. The remaining francs were exchanged 
for English pounds sterling. Esso then arranged 
through the British Food Board to buy frozen 
jackrabbits in Australia and later sold the meat 
to a commissary in Aruba — again for dollars. 
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This shows what an enterprising firm that 
wants to sell and get paid can accomplish. It 
also suggests the wastes of time and effort — the 
inefficiencies of distribution — that inconvertible 
currencies force upon the community. Many 
firms simply do not have the volume of business 
and the financial and trading talents to go all 
the way around Robin Hood’s barn to effect 
a sale abroad. The manufacturer and the mer- 
chant should not have to undertake what con- 
vertible currencies in freely functioning foreign 
exchange markets can do with infinitely greater 
speed and efficiency. 


Some Fundamentals 

Major wars always bring financial disorders. 
The intractability of the postwar problem of 
convertibility has many explanations but none 
more basic than delays in action to deal with 
inflation, to discard artificial cheap money poli- 
cies, and to get government budgets and debts 
under control. 


As the Fund’s Annual Report for 1954 points 
out: 


In determining the pace of their movement toward 
convertibility, few countries can afford to ignore the ex- 
tent to which other countries with which they have im- 
portant economic links are likely to move in the same 
direction. Nevertheless, the primary responsibility for 
effective action rests squarely upon the individual coun- 
try directly concerned. 


If convertibility is to be achieved and maintained, and 
import restrictions are no longer to be regarded as the 
main instrument for keeping external payments and re- 
ceipts in balance, this balance will have to be maintained 
in other and better ways. In some situations, this means 
the timely adjustment of exchange rates, and above all 
it requires the application of domestic monetary and fiscal 
policies that will ensure internal financial stability. 

The question emerges as to whether political 
pressures are not working in many countries to 
keep the inflation kettle boiling over and to per- 
petuate balance of payments difficulties. In other 
words, are not soft money policies, directed 
toward the maintenance of full employment, 
constantly undermining the value of money, the 
savings flow, and the international competitive 
power of the nations practicing such policies? 
Are nations willing to submit to the rules of 
sound money or are they reconciled to periodic 
if not continuous depreciation of the coin in 
which their wages, pensions, and other means 
for livelihood are expressed? 

At the meetings in Washington, Chancellor of 
the Exchequer Butler said: 

Member countries — and I speak particularly for the 


United Kingdom Government — do not wish nor do we 
intend to seek equilibrium through severe deflation and 


the accompanying scourge of unemployment. Countries 
nowadays are committed by national policies and inter- 
national obligations to maintain high levels of employ- 
ment. And perhaps this has been the most significant 
advance in social and economic affairs in this century. 
And here it is that we link our efforts with the needs of 
the people, and so the architects of every modern system 
involving the freedom of currencies, the expansion of 
trade, and stability of international payments must com- 
bine these much-sought-after prizes with high levels of 
7 ae increasing production, and higher standards 
of life. 


Scarcely anyone would quarrel with the ends 
Mr. Butler holds in view. They are surely at- 
tractive and desirable. But can they not —in- 
deed must they not —also include an objective 
of a sustained value for money? Few people are 
so ignorant that they will not alter their sav- 
ings habits when they see that the currency 
keeps losing value. When confidence in money 
is undermined, so also is the orderly process of 
saving and investment which is the foundation 
for economic stability, increasing production and 
higher standards of life. 


Dr. Vocke had some pertinent comments on 
this subject at the recent meetings: 


Today in most countries interest on currency matters 
centers on the concept of convertibility. This indicates 
that the acute danger of inflation has now been overcome 
in almost all countries, particularly in Europe which has 
been so thoroughly inflicted with inflation. No country 
need suffer any longer from the scourge of inflation un- 
less, out of so-called political reasons, it refuses, like 
some patients do, to submit to a strict regime of treat- 
ment. 


Two years ago, in Mexico City, I tried to explain how 
a resolute currency and Central Bank policy will succeed 
in vanquishing inflation in the face of the most adverse 
conditions. I pointed out that a sound and stable cur- 
rency is a political asset of the first order, and I also 
explained that stability of the currency is of primary im- 
portance from the social point of view, since a policy 
accepting inflation inevitably will exact the greatest sac- 
rifices from the mass of the working population who at 
an early stage may have been flattered by such a policy. 


He went on to say that the “experience in my 
country has shown that expansion in production 
and employment is compatible with a stable cur- 
rency policy.” The amazing economic recovery 
in West Germany testifies to the wisdom of the 
policy his country has pursued. 


Merchants on the Meve 





In the economic development of the United 
States a dynamic force has been the enterprise 
of its tradesmen in meeting constantly changing 
conditions. From earliest Colonial days to the 
present this country’s merchants have been on 
the move to keep pace with shifting centers of 
population, new types of goods, and ever-im- 
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proving methods of merchandising. Despite the 
relative “maturity” of retailing among American 
industries, it shows no signs of “settling down” 
but on the contrary has under way bold pro- 
grams for change and expansion looking far into 
the future. 

Retailing, during more than three centuries of 
service in distributing the products of the farms, 
mines, forests, and factories, has developed agen- 
cies of almost countless variety and size. These 
range from an individual peddling with a pack, 
pushing a cart, driving a wagon or motor truck, 
or operating a “hole-in-the-wall” retail shop, up 
to giant department stores, supermarkets and 
suburban shopping centers. To sell their wares 
they use unceasingly all the varied media of 
advertising — newspapers and magazines, radio 
and television, mail and telephone, billboards 
and handbills. 

Although retailing today still retains many of 
its old forms mixed with the new, keen compe- 
tition creates a constant urge to find better 
methods. Since prewar 1939 for example, the 
changes in retailing have been truly revolution- 
ary as a result of merchants’ efforts to hold down 
selling prices in the face of rising costs of goods 
and operating expenses. Leading food chains 
such as the A. & P., Safeway Stores, Kroger Com- 
pany, and many others have built huge super- 
markets to replace their smaller and less efficient 
stores, getting a great expansion of sales from 
fewer units and lowering costs through inaugu- 
ration of “self-service.” The mobility of the 
shopper, with his car, has accommodated this 
trend. Chains in other lines, such as F. W. Wool- 
worth, S. S. Kresge, and Walgreen Drug, are 
converting a number of their stores to “self- 
service” in order to lower selling expenses. 


Department store organizations such as Macy, 
May, Allied, Federated, Gimbel, and City have 
in recent years built or planned networks of 
spacious branches in the suburbs of metropolitan 
centers throughout the country. New York City 
stores have established, mostly since 1939, over 
75 branches in the nearby area of Long Island, 
Westchester County, New Jersey and Connecti- 
cut. A key to the development of such regional 
shopping centers is the provision for convenient 
and abundant parking space — in some instances 
ample to accommodate several thousand cus- 
tomers’ cars at one time. 

American retailers are also opening branch 
stores abroad. Some have been operating in 
Canada for many years. Sears, Roebuck recently 
opened a new store in Bogota, Colombia, its 
25th branch in Latin America. In many foreign 


countries a common complaint is that local mer- 
chants expect to make wide profit margins, on a 
low volume of business, in contrast with the tra- 
ditional policy adopted by the big retailers here 
of narrow profit margins but rapid turnover. 


Last year the 100 largest U.S. retail trade 
corporations, as given in the accompanying list 
based upon reported annual sales, realized an 
average net income after taxes of only 2.2 cents 
per dollar of sales. 

Total Sales, 100 Largest U.S. Retail Trade Corporations 
as Reported for Year 1953 
(In Millions of Dollars) 


Chains—Food 


Albers Super Markets... $ 81 
American Stores Co... 

Big Bear M’kets of Mich. 

Big Bear Stores Co.cc 

H. C. Bohack Co. 

Colonial Stores 

Cook Coffee CO .ececcecnesnnenene 
Dixie-Home Stores............. 
First National Stores... 
Fisher Bros. C0. nn 
Fitzsimmons Stores ..... 
Food Fair Stores... 
Grand Union Co..ececccccennnen 
Great A. & P. Tea Co...... 3,989 
Tewel Tea CO. cccncnnmnn 244 
Kroger Company.erenccnnnnnnn 1,059 
Loblaw, Une eccnccncee 166 
Lucky StoreBncncncee 41 
Market Basket. ne. 51 
Mayfair Markets... 61 
National Tea Co.innmmnee 462 
Penn Fruit Cocecccccne 17 
Red Owl] Stores nnn 107 
Safeway Stores.nnccccccccccccnmme 1,752 


Chains—Variety, cont. 

Walgreen Company $182 
Western Auto Supply Co. 178 
F. W. Woolworth Co... 714 


Department & Specialty 
Allied Stores Corp... 
Assoc. Dry Goods Corp... 
Best & Company.ceccencnune 
Bond Stores... 
Broadway-Hale Stores... 
Lane Bryant, Inc. 
Bullock’s, Ine......... 
Burdine’s, Tm. cccccnenemnne 
Carson Pirie Scott & Co. 
City Stores Company.......... 
DavidsSOn Brosenccccccccccnecneneeenee 
Diana Stores Corpn.cceccmmm 
Emporium Capwell Co..... 
Li 2 eae ieinchonns 
Federated Dept. Stores... 
Marshall Field & Co.......... 
Franklin Stores Corp... 
Gimbel Brothers... 
Goldblatt Brothers.............. 


Shopping Bag Food Strs. = Coen Sean Steees 


Stop and Shop. Halle Bros. Co. 
Thorofare Markets... 47 Hecht Company. 
J. Weingarten, Inc. 68 Higbee Company... 
Winn & Lovett Groc. Co. 208 nee Ee YS 
Chains—Variety, etc. Spt. Stores... 


Lerner Stores Corp. 
A. S. Beck Shoe Corp... 48 R, H. Macy & Co..... 
Cunningham Drug Stores 42 May Dept. Stores Co... 
Edison Bros. Stores... 82 


Meier & Frank Co. 
Gamble-Skogmo, Inc........ 180 Mercantile Stores Co... 
W. T. Grant Co 800 


Miller-Wohl Company...... 
H. L. Green Co... (109 + Natl. Dept. Stores Corp. 
Katz Drug Co....-—»_—« 84 J, C. Penney Co. 
G. R. Kinney Co. 44 Rich’s, Inc. 
S. S. Kresge Co... 887 Rike-Kumler Co. .. 
S. H. Kress & Co... 173 Ed. Schuster & Co. 
McCrory Stores Corp... 105 Scruggs- Vandv’t-Barney 
McLellan Stores Co... _61 Stix, Baer & Fuller Co... 
Melville Shoe Corp........ 109 Wieboldt Stores ..... 
G. C. Murphy Co. 187 Woodward & Lothrop — 
Neisner Brothers... _67 © Younker Brothers 
J. J. Newberry Co... 171 
Peoples Drug Stores... 55 Mail Order 
Rexall Drug, Inc. 189 Alden’s, Inc. ...... 
Shoe Corp. of America... 70 National Bellas Hess —. 
Spear & Co. 83 Sears, Roebuck & Co. ... 2,982 
Thrifty Drug Stores Co.. 61 Spiegel, Inc. .... 184 
Unit. Cigar-Whelan Strs. 64 Montgomery Ward & Co. 999 


The above classifications are not clear-cut and numerous com- 
panies overlap. In certain cases the sales totals given include 
some wholesale as well as retail business. The list excludes 
several of the larger stores which do not publish sales figures, 
such as Alexander’s, B. Altman & Co., Block & Kuhl Co., J. L. 
Hudson Co., Strawbridge & Clothier, and John Wanamaker, 


Competition in Retailing 

Every year large numbers of people enter the 
retail field, either starting new stores or buying 
out established businesses. It is easy for prac- 
tically anyone to enter some phase of retail busi- 
ness, regardless of limitations in ability, experi- 
ence or capital. Large numbers of withdrawals 
every year, however, by voluntary liquidation or 
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outright failure, reflect the severe competition 
and high mortality that normally prevail. Excep- 
tions are mostly limited to those temporary peri- 
ods of sustained boom based on shortages and 
sellers’ markets brought about by war. 


According to the U.S. Department of Com- 
merce the total number of businesses operating 
on December 31, 1953 amounted to 4,185,000, of 
which retailing comprised 1,850,000 or 44 per 
cent. Last year 135,000 retail businesses were 
established or purchased—an average of 450 
every business day. Yet in the same period 138,- 
000 went out of business. Dun & Bradstreet 
reports that commercial failures among retailers 
so far this year are up 30 per cent in numbers 
and 32 per cent in liabilities over last year. 


The cost of distribution is the No. 1 problem 
on which retailers, wholesalers, advertising agen- 
cies, etc., throughout the country are concen- 
trating their efforts. It is a problem as old as 
retailing itself yet in details it keeps changing. 
In most cases a widening spread between the 
prices that producers receive and that consumers 
pay reflects additional costs and services the dis- 
tributors undertake. 


In the modern grocery store, for example, the 
customer no longer buys much in bulk but in- 
stead selects food that is already cleaned, graded 
and packaged in a carton or done up in trans- 
parent wrapping, vegetables canned or fresh- 
frozen, fruit from afar shipped and displayed 
under refrigeration, bread sliced and double- 
wrapped, vacuum-packed coffee of assorted 
grinds, ready-mixes for cakes and pastry, pre- 
cooked meats, shelled nuts, prepared soups, ice 
cream, and even full course dinners. Of course 
some of the newer forms of packaging are not 
only more convenient, attractive, and sanitary 
but also reduce the merchant's cost of handling 
and of spoilage. 


At the same time, most of the regular costs of 
doing business also have tended persistently to 
rise. These include wages and commissions of 
clerks and other employees, rents, railroad and 
truck transportation, display cases and fixtures, 
supplies, advertising, insurance, and taxes — so- 
cial security, real estate, income, and a variety of 
miscellaneous levies. 


Retail Profit Margins 
Competition tends to hold down retail selling 
prices generally to around the levels set by the 
more efficient distributors, and this in turn tends 
to hold down profit margins. These vary widely 
as a result of differences in operating expenses, 
as well as income from investments and other 


sources, rates of turnover, financial condition, 
management policies, and other factors. 


For the larger companies, the long-term trend 
of net profit margins is indicated by our annual 
tabulation of published shareholders’ reports as 
given in the April issues of this Letter. Follow- 
ing is a summary since 1933 for the main retail 
groups. The number of companies represented, 
139 for last year, has varied over the period with 
the reports available. 

Average Net Profit Margins After Taxes in Cents per Sales 
Dollar of Leading Retail Trade Corporations 


Food Variety Dept. & Mail 
Year Chains Chains Specialty Order 
1933 2.4 8.1 8.1 
1934 > oon 8. a 
1935 1.8 
1936 
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21-Year 
Average 


Over the entire 2l-year period 1933-53 for 
which we have compiled such figures, the com- 
bined net profit after taxes averaged 3.7 cents 
per sales dollar. For food chains, which had the 
highest rate of turnover, the average margin 
was only 1.4 cents per sales dollar. For depart- 
ment and specialty stores it averaged 2.9 cents, 
for mail order houses 4.5 cents, and for variety 
and other chains 5.1 cents. 
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The 100 Largest Retailers 

Sales receipts reported by the 100 largest re- 
tailers last year aggregated $24.5 billion. This 
was almost quadruple the dollar total in prewar 
1939, the great expansion reflecting both growth 
in physical volume and price inflation — average 
consumer prices having approximately doubled. 
Many retailers that ranked sometime during 
that period among the 100 largest were displaced 
by others expanding more aggressively. 

The 100 largest today operate a total of around 
27,000 stores, ranging in size from the country 
grocery at the crossroads to the largest depart- 
ment store in the world. They cover thousands 
of routes by motor truck, and some also do a 
wholesale business or supply affiliated stores. 
They operate mail order offices, clothing and 
shoe factories, food oe plants, and ware- 
houses throughout the United States. They fur- 
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nish employment to 1,200,000 men and women, 
and are owned by 800,000 registered sharehold- 
ers, many of whom are employees. Their year- 
end balance sheets show total assets of $8.5 bil- 
lion — an investment averaging about $7,000 per 
employee. 
Disposition of Receipts by the 100 Largest U.S. Retail 
Trade Corporations in the Year 1953 
Total Cents 
in per $ of 
Millions — Receipts 


$24,498 100.0 


Total receipts from sales 
and other operations. 


Costs: 
Cost of goods, wages and salaries, 
services purchased, etc 
Provision for depreciation 
Interest paid 
Federal income and excess profits taxes....... 
Other federal, state, local & foreign taxes* 





© 
wt abi: of 
te or bo Go 











Total costs of operations 


Net income 
Preferred and common dividends paid..._—_ 


Retained in the busi 0.8 
* Taxes other than federal income and excess profits taxes 


partly estimated on basis of reports giving complete tax details. 
Excludes sales and excise taxes collected from customers. 


From the composite income account of the 100 
largest retailers last year it will be seen that, of 
every dollar of receipts from sales, the costs of 
goods and operating expenses, including interest 
paid and provision for depreciation of buildings 
and equipment, took about 94.1 cents. Direct 
taxes (federal, state, and local) took 3.7 cents per 
dollar, leaving net income of 2.2 cents. Divi- 
dend payments on preferred and common stock 
represented 1.4 cents per dollar, while the bal- 
ance of 0.8 cents was retained in the business 
for financing expansion, property improvements, 
and working capital. 

The record shows that the big retail organi- 
zations have grown big by being alert for new 
and better ways of serving the public, by cutting 
distribution costs and lowering prices, and by 
learning how to do business on small margins 


of profit, thus giving the customer the most for 
his dollar. 


The Real “Problem of Distribution” 

The foregoing account of changes in retailing 
over the years would seem to indicate pretty 
clearly that the so-called “problem of distribu- 
tion” we hear so much about is not the fault 
primarily of our distributive apparatus. Indeed, 
when one stops to think of the vast amount and 
variety of goods that are constantly brought from 
producer to consumer through the services of the 
retailer, the wholesaler, the jobber, etc., the 
marvel is the smoothness and efficiency with 
which the distributive system on the whole works. 

Yet still we hear the familiar complaints of 
faulty distribution. People say that the coun- 
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try’s capacity to produce has outrun its capacity 
to distribute and consume — that “while we have 
solved the problem of production, we have yet 
to solve that of distribution.” 


It is true that the country’s factories have the 
capacity to turn out more goods of most types 
than could be sold at remunerative prices. This 
situation, however, is not new, but has existed 
over the years except in periods of abnormal 
demand such as wartime. In a dynamic eco- 
nomic system new products and new methods 
are constantly being introduced in fields that 
already appear overcrowded. This creates the 
margin of excess capacity necessary to flexibility 
in the economy, broadens the choice of con- 
sumers, and permits the retirement of facilities 
that have become outworn or outmoded. All this 
is a normal condition of competition and progress. 


The real problem is not that the system of 
distribution as such is inadequate, but lies rather 
in the kind of goods and services produced and 
their terms of exchange. Producers must turn 
out the goods that people want — and this means 
ingenuity in developing new and better products 
when demands for the old are satiated. Even 
the famous Model T Ford car had to give way 
to later models as the science of manufacture 
and the public taste progressed. 


Also, prices must be such that consumers can 
afford and be willing to pay. 


Given these conditions, there is no reason why 
the people of this country cannot distribute and 
consume substantially all they can produce. The 
wants are ample enough, and the goods and 
services produced and exchanged would pay for 
each other. 


Thus the problem at last comes back to one 
of production, involving—in addition to the 
factors mentioned above — raising the produc- 
tive power of the individual so that he can do 
a better job and command a higher income with 
which to buy more of the things he wants. No- 
where is this more forcefully illustrated than in 
our Southern States, where the rapid develop- 
ment of industry in recent years has vastly in- 
creased output and made that area a far richer 
market for the goods of other sections. In the 
same way, throughout history the advance in 
living standards has stemmed directly from the 
ever-increasing use of labor-saving devices and 
equipment that have lightened labor, increased 
its efficiency, and multiplied immeasurably the 
amount of wealth produced and made available 
for the satisfaction of human requirements. 
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